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1931 Firm Meeting 


Reported by Robert E. Warren 
(Manager, Cleveland Office) 


With an attendance of over fifty, 
the annual meeting of the firm was 
held at the Congressional Country 
Club, Washington, D. C., on October 
19th and 20th. A number of those at- 
tending arrived in advance of the 
meeting on Sunday, October 18th, and 
devoted that day to renewing the 
acquaintances and friendships which 
contacts within the firm have engen- 
dered. 

The first technical session was held 
on Monday afternoon, October 19th. 
The subject was “Certain of Our Man- 
agement Problems’ and under this 
head management questions pertinent 
to the depressed condition of general 
business were discussed. Of special 
interest was the discussion of the ad- 
visability of specialization by staff 
members in certain phases of profes- 
sional work. 

In the evening of Monday, October 
19th, the meeting was divided into two 
sections, the first presided over by Mr. 
Staub, and the second by Mr. Sweet. 
Mr. Staub explained the Classification 
of Accountancy Services recently 
adopted by the New York State So- 
ciety of Certified Public Accountants. 
This classification was not adopted by 
the American Institute of Accountants, 


but Mr. Staub pointed out that 
whether or not we agree with classifi- 
cation it is important to have in mind 
the purpose for which it was intended. 
That purpose, as he explained, was a 
clear understanding on the part of the 
client of the type of service and scope 
of the accountant’s responsibility in- 
volved in any given engagement. 

In the discussion which followed it 
was agreed that the scope of any en- 
gagement should be clearely set forth to 
the client either in the report or in a 
letter of transmittal. The advisability 
and form of inventory and _ liability 
certificates were also discussed. 

Under Mr. Sweet, the discussion 
was directed to the verification of in- 
ventories and the proper treatment of 
inventory pricing under circumstances 
which may develop under current con- 
ditions. Particular attention was de- 
voted to the question of pricing inven- 
tories the market for which had de- 
clined after the date of the balance 
sheet but prior to its issuance. It was 
the consensus of opinion that in this 
event a footnote disclosing the condi- 
tion would be sufficient. 

Mr. Sinclair and Mr. Haynes pre- 
sided at the session on the afternoon of 

(Continued on page 23) 














4 L.R. B. & M. 


J 


OGRE AL 


Some Comments on General Contractors’ Accounts 


By EKpwarp G. Carson 


(New Yo 


It is unusual for a single contractor 
to have the equipment and experience 
necessary to perform all of the varied 
work required 
construction project. 


to complete a large 
Nevertheless, it 
is customary for the contract covering 
such a project to be awarded as a whole 
to one turn 
tracts with other specialists for more 


contractor, who in con- 
or less substantial parts of the work to 
be performed. In such cases, the con- 
tractor who deals directly with the 
eventual owner of the structure is de- 
NX’ 
other contractors who perform parts 
of the work are subcontractors. 

Not infrequently, the general con- 
sublets all of 
functioning solely as general engineer 


scribed as the general contractor. 


tractor the work, thus 
or supervisor. More often, the general 
contractor will perform such work as 
the steel erection, concrete and _ brick 
work, and sublet such specialized parts 
as the plumbing and electrical instal- 
lations, painting, ornamental metal and 
possibly the excavating. Thus it is that 
in connection with a specific contract, 
the general contractor may occupy the 
dual position of buyer and seller under 
contract. 
Types of Contracts 

In recent years there have been ten- 
dencies modification of the 
familiar “lump sum” and “cost plus” 
types of construction contract, although 
these forms are still widely used. The 
more modern types may be classified 
generally into two groups, (a) lump 
sum with profit sharing provisions, and 
(b) cost plus with a guaranteed total. 


toward 


rk 


Office) 


The first of these newer types contains 
provisions to prevent the contractor 
from realizing too great a profit on the 
work. Such provisions impose upon the 
contractor the duty of returning to the 
owner a specified percentage of the 
profits or savings over and above an 
agreed reasonable compensation, The 
second type provides that the cost to 
the owner shall be the contractor’s cost 
plus an agreed percentage or fee, but 
only until such cost to the owner shall 
reach a stated total. All costs above 
this guaranteed total must be borne by 
the contractor. 

In all 


tracts, excepting only the straight lump 


types of construction con- 
sum, the definition of what constitutes 
cost to the contractor is of paramount 
importance. Little or no dispute can 
labor and material 
costs incurred at the scene of the work, 
but expenses arising at the contractor’s 
home office may be debatable. Fre- 
quently, controversy is forestalled by 
the inclusion in the contract of fixed 
amounts to cover the salaries and ex- 
penses of draughtsmen, engineers, pur- 
chasing agents and other office workers 
who may never see the actual job in 
Fixed daily rentals for ma- 
chinery and heavy equipment which 
may be used intermittently may also be 
included in the contract. An excellent 
clause frequently included in construc- 
tion contracts permits the owner to 
audit the accounts of the contractor. 


arise as to direct 


process. 


The question of discounts on pur- 
chases has always been a troublesome 
one. Contractors generally contend 
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that, inasmuch as they finance the work 
for greater or lesser periods, depending 
upon the frequency of payments by the 
owner, the discounts earned constitute 
financial income to themselves and that 
all purchases should be charged to the 
jobs in the gross amounts thereof. In 
order that the job may have the 
benefit of all discounts, it has become 
quite common in recent years for own- 
ers to finance the work by depositing 
at the inception an amount, sufficient 
at any time to cover the owner’s in- 
debtedness to the contractor. It is in- 
teresting to note that this expedient 
has tended to make contractors less de- 
pendent upon banks for financing. 
Accounting for Profits 

The advantages and disadvantages 
to a contractor of taking into income 
profits on partially completed contracts 
have frequently been discussed. When 
this procedure is followed, the most 
careful and thorough consideration 
must be given to each individual con- 
tract. Only in those cases where the 
contractor’s compensation consists of a 
specified percentage of cost can the 
earnings to a given date be easily de- 
termined. In all other types of con- 
tracts, including those on the basis of 
cost plus a flat fee, it is necessary to 
project the work to its completion. 

In order to compute the profits 
earned during an operating period, it 
is necessary to add to the actual costs 
incurred to the closing date an estimate 
of the total future costs which may be 
required to complete the work. This 
estimate of cost to complete obviously 
must be made with the greatest of care, 
full consideration being given to such 
factors as local labor conditions, 
weather, material price trends, etc. The 
estimated total cost of the entire job 


as so determined is then used in ac- 
cordance with the terms of the contract 
to arrive at an estimate of the total 
profit to be realized. The portion of 
this total estimated profit which may 
be considered as having been earned to 
the closing date is determined by 
applying to such total estimated profit 
the percentage of the total estimated 
cost represented by the actual costs to 
the closing date. If the job has been 
in process during prior periods, the 
profit to be allocated to the current 
period is the estimated profit to the 
closing date, less any profits taken up 
previously. It should be noted that in 
such a case the estimated profit for the 
current period is not necessarily in the 
same ratio to the total estimated profit 
eventually to be earned as the cost of 
the work completed during the current 
period is to the total estimated cost of 
the work. As a job progresses varia- 
tions between the estimates and actual 
costs are almost inevitable. 

As an ilustration, we might consider 
a job to the completed in three years. 
At the end of the first year the con- 
tract is one-third completed and the 
total final profit estimated at $100,000. 
Therefore, $33,333 is taken into in- 
come for the first year. At the end of 
the second year, two-thirds of the work 
has been completed, but because of un- 
forseen contingencies the total final 
profit is estimated at $90,000. Two- 
thirds of $90,000 being $60,000, we 
may take into income for the second 
period $26,667, the difference between 
what was taken previously and the 
estimate to the end of the second year. 

It might be argued that the second 
year should show, in this particular 
case $30,000 of income and that sur- 
plus be adjusted for the previous 


year’s overestimate of $3,333. How- 














ever, when it is considered that a gen- 
eral contractor may have any number 
of contracts in process at one time, all 
of which may be subject to changes up- 
ward or downward, in estimated final 
profits, it would appear wiser not to 
make frequent surplus adjustments. 
Moreover, the causes for the shrinkage 
in the total profits have presumably 
occurred in the second year, or they 
would have been given recognition in 
estimating the first year’s profits. It is 
logical, therefore, that the profits 
should be relatively smaller in the sec- 
ond year. These variations constitute 
one of the strongest arguments against 
the partial completion method of  re- 
cording profits. Nevertheless it is prob- 
able that the large firms have been suc- 
cessful in estimating their aggregate 
profits with reasonable accuracy. 

Needless to say, if the estimated cost 
to complete any contract indicates that 
a loss will be sustained eventually, 
such loss should not be prorated among 
the various periods, but taken up in the 
period when first determined. 

In stating that the proration of 
profits among operating periods must 
be done on the basis of work com- 
pleted, we are disregarding the work 
billed to the owner, which in other 
types of business would be considered 
as sales. There are several reasons for 
this basis of allocation. In lump sum 
work there is usually only a very gen- 
eral relationship between the amounts 
billed and the costs of the work repre- 
sented by such billings. For instance, a 
contract of this type may provide that 
the contractor may bill ten per cent. of 
the total consideration upon comple- 
tion of the foundation. The cost of this 
work, however, may represent quite 
a different percentage of the contrac- 
tor’s total cost. The variation between 
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billed price and cost of the work billed 
tends to become less and less noticeable 
as the work approaches completion. 

Another reason for using this basis 
is that the line between accounts re- 
ceivable and work in process inventory 
is not nearly so clearly defined as it is 
in most other types of business. Part 
of the value of the same structure may 
be included in both classifications. The 
only real difference is that the account 
is liquidated somewhat sooner than the 
work in process inventory. Payments 
are usually received more frequently 
for cost plus work than for lump sum 
contract work. In the former type of 
contract it is not unusual for contrac- 
tors to bill as often as twice a month. 

Inasmuch as we are determining 
profits on the basis of work completed 
we are, in effect, anticipating the profit 
to be realized on the work in process 
inventory. Incidentally, this inventory 
might more properly be described as 
the estimated value of work completed 
but not yet billed to owners. This item 
may be determined by deducting from 
the total costs to date the total billings 
to the owner after eliminating from the 
latter the estimated profit to date as 
ascertained by the method previously 
described 

It rarely happens that at the end of 
any operating period the billings to 
the owner on an uncompleted contract 
equal the costs of the work completed 
plus the estimated profit to date. In 
those cases when this does occur, there 
is, of course, no “work in process.” 
Equally rare is the situation wherein 
the billings, less the estimated profit to 
date, exceed the total costs. Such a 
situation can arise only in lump sum 
work, the excess representing billings 
in advance. Such an item should ap- 
pear with the liabilities on the balance 
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sheet and not be deducted from the un- 
billed work. 

Obviously, when profits are allocated 
to operating periods on the basis of 
work done, no such item as “sales” may 
appear in the contractor’s income ac- 
count. Instead, we have the estimated 
cost to the owners of the work com- 
pleted during the period. This item is 
the cost incurred during the period plus 
the estimated profit allocated thereto. 
The gross value to the owner or total 
contract consideration is usually de- 
scribed as “volume”. 

The alternative* to accruing profits 
on partial completion of the contracts 
is to wait until a contract is completed 
before making any accounting for the 
profit. In a fixed price contract it is 
often difficult to predict with accuracy 
at the close of a fiscal period what the 
total profits are likely to be. Future 
costs are dependent upon a changing 
labor and material market, the possi- 
bility of strikes, and encountering con- 
struction difficulties and problems that 
may not have been anticipated. These 
facts suggest that in some cases the 
completed contract basis of accounting 
for profits may be more desirable. 

Balance Sheet 

The balance sheet of a general con- 
tractor presents factors somewhat 
peculiar to that type of business. It is 
usually difficult to measure such a bal- 
ance sheet with the yardstick commonly 
applied to balance sheets of manufac- 
turers or traders. The ratios gener- 
ally determined by credit granters may 
differ somewhat, in this case, from 
those of other industries. 

_* For federal income tax purposes contractors are 
given the option of reporting taxable income either 
(a) on the basis of percentage of completion, or 
(b) on the basis of the contracts finally completed 
and accepted in the taxable year, if the taxpaver 


elects as a consistent practice so to treat such 
income. See Article 334 of Treasury Regulations 74. 


N 


Because of the special features of 
the business it is possible for the bal- 
ance sheet of a careful and conserva- 
tive general contractor to show a cur- 
rent asset ratio of less than the tradi- 
tional banker’s test of “two to one” 
($2 of current assets for each $1 of 
current liabilities), without it being 
indicative of a dangerous condition. 
Also, such a contractor may reasonably 
have debts exceeding the net worth of 
the business. 

A difficulty in connection with the 
preparation of balance 
sheets is the determination of what is 
current and what is not current. It is 
a customary procedure for a construc- 
tion contract to include a clause to the 
effect that the owner may retain until 
completion of the work a certain per- 
centage of the amount billed by the 
contractor. The general contractor, in 
turn, retains a part of his indebtedness 
to his subcontractors. These retentions 
may be current or deferred assets or 
liabilities at a given date, depending 
upon the date of final completion. The 
contracts usually provide that the re- 
tained amounts be paid upon “essen- 
tial completion” or “beneficial occu- 
pancy” of the structure. These terms 
are apt to be somewhat elastic and it is 
often difficult to determine if retentions 
at a balance sheet date will be liqui- 
dated within the customary “current” 
period of one year. Again, a contract 
may provide for a partial temporary 
financing by the contractor. Under a 
provision of this sort the owner may 
be permitted to give a note or notes in 
part payment for his indebtedness to 
the contractor, in this way deferring 
the final payment beyond the comple- 
tion of the job. Consequently, at a 
balance sheet date, the retention by an 

(Continued on page 23) 


contractors’ 

















Philadelphia 


O ffices 


New 


On September 


25th new quarters 
were occupied on the 21st floor of the 
Packard Building. 
to give several of the departments some 
much needed additional space, particu- 
larly the typing department, and the 
partners’ offices on the whole have 
more space and permit of a better ar- 
rangement. We have recently wel- 
comed the following visitors from 
other offices: Mr. and Mrs. Keast and 
Mr. Kohnke from San Francisco; Mr. 
and Mrs. Gibson, Los Angeles; Mr. 
and Mrs. Griffith, Seattle; Mr. Kork, 
Portland; Mr. Arthur, Dallas; Mr. 
Guy, Cincinnati, and Mr. Schaffer, 
Baltimore. We extend a cordial in- 
vitation to the members of our 
ganization in other cities to visit us at 
the first opportunity. 
Cc. FP. A. 
Ten of our staff members sat 
the November examinations of 
State Board for the Examination of 
Public Accountants, three of whom 
had previously passed in law. Last 
year there were 170 who sat for the 
examinations in Pittsburgh and Phila- 
delphia, as compared with 160 this 
year. Mr. Pugh is vice-chairman and 
fiscal agent of the Board. 
Annual Meeting of American 
Institute 


It is now possible 


or- 


Examinations 
for 
the 


The Philadelphia Chapter of the 
Pennsylvania Institute was the host to 
the annual meeting of the American 
Institute of Accountants, the sessions 
being held in the Bellevue-Stratford 
on September 14-17. The entertain- 
ment features of the meeting were 
arranged by a committee of the Chap- 


Office Events 


ter under the direction of Dr. Edward 


P. Moxey, Jr. Many who attended 
have expressed their appreciation of 
the papers presented (one of them by 
Mr. Staub) and of the entertainment 
provided. The service at the Wash- 
ington Memorial Chapel at Valley 
Forge made a most favorable impres- 
sion. Music was provided by the boy 
choir of the Chapel with the assist- 
ance of Messrs. Bennett, Cumming, 
Ross, Turner, Vollum and Wilkinson 
of the Pennsylvania Institute. Our 
friend, Mr. George Wilkinson, had 
the Valley Forge service in charge, 
and worked it up with the whole- 
hearted enthusiasm for which he is 
noted. Mr. Paige, of our office, gave 
a great deal of supervision to the ar- 
rangements in preparation for the 
meeting, and Messrs. Myers and 
Maisch took charge of the registra- 
tion desk and the collection of the reg- 
istration fees. Unfortunately, no one 
was appointed to attend to the weather, 
which was quite hot during the meet- 
ing, and a motion prevailed at the 
meeting to change the date of the an- 
nual meeting to October. Mr. Ross 
chairman of the committee in 
charge of arrangements and Mr. Pugh 
had charge of the golf tournament. 


Was 


Golf Tournament 
The annual tournament of the 
Bunkers’ Club was held on Merion 


West Course on October 28th and 29th, 
the winner of the Hood Cup this year 
being Mr. Ross, which makes the sec- 
ond time he has won it. Mr. Pugh 
has won it twice also, and the other 
winners for one year each are: Messrs. 
Metzler, Sohner and Snyder. 
(Continued on page 24) 
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Staff Meetings as Conducted by the San Francisco Office 


By GEORGE 


During the past several years we 
have had staff meetings during those 
periods of the year when the pressure 
of business is at a minimum. Our 
method of conducting the meetings 
was determined by experimentation, 
the results have been satisfactory, and 
they are now established as part of our 
regular routine. 

The principal benefits we are deriv- 
ing from these meetings are: 

1. Promotion of a spirit of unity and 

good feeling. 

2. Staff training through discussion of 
problems of general interest. 

3. Suggestions for the improvement of 


particular phases of our services, both 
technical and administrative. 

4. Keeping in touch with former valued 
members of the organization, who are 
invited to our meetings. These men 
provide an outside viewpoint, which 
is valuable. 

5. Closer relationship with clients. If the 
nature of the subjects under discus- 
sion permits, we have as guests clients 
who might be interested and invite 
them to join in the discussion. 


The meetings are always preceded 
by a staff dinner which lasts about an 
hour, the ensuing meeting taking two 
or three hours depending upon the 
subject under discussion, 

The conduct of the meetings rests 
mainly in the hands of two members 
of the staff who act as Chairman and 
Secretary, respectively. From the be- 
ginning these positions have been filled 
by the same men. We considered the 
plan of rotating these positions among 
the staff, but came to the conclusion 
that a fairly uniform plan was prefer- 
able to leaving the conduct of each 
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meeting to the individual ideas of the 
various staff members. 

One or more subjects are selected in 
advance for each meeting, and_ staff 
members are assigned to prepare 
Sometimes a subject 
is divided and two or more staff mem- 


papers thereon. 


bers are assigned to deal with separate 
phases of it. At first we followed the 
plan of having the papers read at the 
meetings and then discussed. This 
proved unsatisfactory as we found 
that the time required for the reading 
of the papers left too little time for 
discussion and that the discussion was 
rather superficial because the listeners 
had not had sufficient time to absorb 
the subject matter presented. 

Our present plan, which we are 
finding satisfactory, is to have copies 
of the papers distributed at least a 
week before the Another 
staff member is then assigned to open 


meeting. 


the discussion of the subject covered 
At the meeting the 
papers are not read, but the 
time is devoted to discussion. 


by each paper. 
entire 
ach 
subject is introduced by the staff mem- 
ber to whom it was particularly as- 
signed, after which it is thrown open 
for general consideration. 

The freedom of expression at the 
meetings is noteworthy. Right or 
wrong, the lowliest junior does not 
If he 
is wrong, he has at least made his con- 
tribution to the success of the meeting 
by bringing forth a sound observation 
from someone else, and we are appre- 
ciative of his efforts. 


hesitate to express his views. 


(Continued cn page 17) 
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Twenty-fourth Annual Conference on Taxation 


By Ik. E. WAKEFIELD 


(Boston Office) 


The Twenty-fourth Annual Confer- 
ence on Taxation held under the 
auspices of the National Tax Associa- 
tion took place at Atlanta, Georgia, on 
October 12 to 16, 1931. Despite the 
depression and the curtailment of ex- 
pense accounts by governmental bodies, 
business concerns and others, the at- 
tendance at the conference was over 
400. 

The various papers read and the dis- 
cussion indicated, very clearly, two 
things. First, to an extent which was 
not generally realized until the stress 
of present business conditions, all our 
governmental organizations have been 
loading themselves with expense out of 
proportion to the continuing ability of 
taxpayers to meet them. Second, per- 
haps at no time within the memory of 
men active in the affairs of government 
and of business has there been so keen 
and widespread realization of the 
necessity for such modification of gov- 
ernmental expenditures as will check 
the increase in the tax burden. 

As is the practice at these confer- 
ences, some considerable time was 
given to study of the conditions in the 
state where the conference was held, 
and the other near-by states. It ap- 
pears that to an extent even greater 
than other parts of the country the 
southern states are feeling the neces- 
sity for reducing the burden of taxa- 
tion on real estate, particularly agri- 
cultural land. Owing to this situation 
North Carolina has recently taken a 
step which if followed by other states 
may very materially change the course 
of governmental history in this coun- 


try. In the south, as well as in all 
other parts of the country, the two 
greatest state and local items of ex- 
pense are for schools and for roads. 
North Carolina has taken over the 
whole burden of the current operation 
of the schools throughout the state and 
the maintenance of the system of roads 
already built. Obviously, particularly 
as to schools, what the effect of con- 
centration of the whole control in the 
state, instead of as formerly in coun- 
ties or local bodies, will be, only time 
can tell. In any event it is a further 
step toward centralization of govern- 
ment, and whether we need more or 
less centralization is, and doubtless 
will continue to be, a highly debatable 
question. 

In other southern states, for ex- 
ample, Mississippi, the burden of cur- 
rent expenses is apparently proving too 
heavy for the community and as a re- 
sult we find such a situation as this. 
School teachers are paid with warrants 
issued by the state in anticipation of 
the collection of taxes and the warrants 
cannot be taken up by the government 
when due. In consequence, the only 
recourse of school teachers is to bor- 
row money on their own credit sup- 
port by the warrants but at as high a 
rate of interest as 8°, due to the un- 
certainty of the value of the warrants. 
In part for political reasons as well as 
because of economic conditions this 
general situation prevails as far away 
from Mississippi as Chicago. Sim- 
ilarly, some municipalities still farther 
away, in Massachusetts, find them- 
selves unable to meet their current ob- 
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ligations. It was generally recognized 
in the Tax Conference that the finan- 
cial condition of governmental bodies 
was induced by much the same gen- 
eral causes as those which have in- 
duced the depression in business, viz., 
the inability of those controlling ex- 
penditures to anticipate the failure of 
the continuance of the extremely pros- 
perous conditions which prevailed a 
few years ago. 

On the revenue side of the question, 
as the result of the conditions referred 
to and the necessity for lessening the 
burden on real estate and perhaps on 
business generally, the possibilities of 
special taxes of all kinds and even of 
a general sales tax are coming to the 
fore again. For example, several of 
the southern states already have taxes 
on tobacco, the tax in Georgia on cig- 
arettes being 2c on the ordinary pack- 
age. Temporarily, through 1931 only, 
while making the transition to an in- 
come tax Georgia has a general sales 
tax. As, however, it is to be in effect 
for only two years, results of opera- 
tion probably are not the basis for con- 
clusions as to the feasibility of a gen- 
eral sales tax as a permanent part of a 
state system of taxation. 

Along the same line of increasing 
the revenue from special taxes, gaso- 
line taxes have been increased in most 
of the states and the maximum is as 
high as 7c per gallon. New York 
faced with much the same problem as 
that of the southern states, viz., the 
necessity for increasing revenue with- 
out increasing the burden on real 
estate, is considering, at least tenta- 
tively, taxes on tobacco and higher gas- 
oline taxes. Various states are consid- 
ering whether more revenue ought not 
to be obtained from automobile trans- 
portation of freight and passengers. As 


a result a wide divergence of opinion 
as to the tax burden to be borne has 
arisen between the railroads and the 
carriers by automobiles, the railroads 
feeling that there should be a special 
burden upon carriers over the high- 
ways as for them roads are provided 
without the special investment re- 
quired for the railroad right of way. 
However, as already indicated, the 
outstanding topic for consideration at 
the conference was not so much pro- 
viding new sources of revenue as it 
was possibilities of controlling public 
expenditures. This does not neces- 
sarily mean reduction of expenditures 
for the major activities of government, 
but rather such analysis of the best 
methods of satisfying the needs of gov- 
ernment as may prevent expenditures 
from growing through unreasonable or 
ill-planned and uncoordinated outlay. 
It was evident in the discussions at the 
conference that the allowing by the 
public of corrupt or incompetent politi- 
cal control is responsible for much use- 
less expenditure. However, the em- 
phasis in most of the papers read and 
the discussion was upon study of meth- 
ods under which there will be proper 
selection of the activities on which ex- 
penditure will be made and careful con- 
sideration of the specific methods of 
controlling such expenditure. For ex- 
ample, in various parts of the country 
through governmental agencies and 
through taxpayers’ associations exten- 
sive studies are being made into the 
comparative costs of the same activity 
in different parts of the country in 
order that if the expense of a particu- 
lar community is high it may, by com- 
parison of its own plan of operation 
and that of another community with a 
lower expense, determine how to get 
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satisfactory results for itself with less 
outlay. 

It was brought out by various speak- 
ers that the first requisite for control- 
ling expenditures is a carefully-planned 
budget but that the mere preparation 
of a budget and appropriation of funds 
for expenditures under the budget is 
far from solving the problem. It is 
generally recognized that efficient con- 
trol of the actual work done under the 
appropriations in the budget is abso- 
lutely essential for governmental bodies 
as well as for business concerns. 

Fear was expressed by various 
speakers at the 
the present 


conference that, when 
depression is over and 
what may be considered normal busi- 
ness conditions return, the good reso- 
lutions of communities as to taxation 
and expenditures formed at this time 
will be For this reason it 
was urged that taxpayers’ associations 


forgotten. 


and all those interested in governmen- 
tal expenditures, which of 
should be everybody in the community, 
must 


course 
take advantage of the present 
wide-spread interest in such matters to 
make positive steps for improvement 
while the taxpayers and the voters are 
This 
was recognized to be particularly neces- 
sary because of the doubt whether in 
any near future 


in the mood for such changes. 


money for govern- 
mental purposes, as well as for other 
purposes, will be so readily available 
as it has been in the period since the 
war. 

The general impression to be gained 
from the conference and trom contact 
with those attending it is that serious 
and well-considered efforts are being 
made and will be made in the immedi- 
ate future throughout the country, both 
for diversifying the tax burden and for 


keeping governmental expenditures 
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within bounds. It is clear, however, 
that in many parts of the country the 
process of “putting the house in order” 
after the uncontrolled expenditures of 
recent years is going to be such as to 
require the effort of the whole com- 
munity, and, even with the most effi- 
cient methods, is going to keep the bur- 
den unduly heavy upon all kinds of 
taxpayers. 

\lthough the affairs of the national 
government were not directly consid- 
ered, it was recognized in the course of 
the discussions that, broadly speaking, 
the same sort of situation must be 
faced by the national government as 
by the state and local governments, 
viz., the greatest care must be exer- 
cised to keep the tax burden within 
the limits beyond which it is evident 
the community cannot go without 
breaking down the whole present sys- 
This 
must be done as far as possible by a 


tem of government anc society. 


conscious reduction of demands upon 
government acquiesced in and fur- 
thered by the citizens of the country in 
general. 

Another subject considered at the 
conference was “Uniformity and Reci- 
procity in State Tax Legislation.’ The 
committee of the National Tax Asso- 
ciation making a study of this subject 
reported to the conference and was 
continued for further activity. The 
particular phase of the subject on 
which the committee has been working 
is the basis of allocation between states 
of income of corporations and other 
forms of business organization sub- 
ject to taxation in various states. The 
tentative conclusion of the committee 
is that if a business keeps separate ac- 
counts which adequately show the re- 
sults of its each state 
where it operates, allocation of its in- 


activities in 
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come for the state tax should be in ac- 
cordance with such separate accounts. 
There should be no option of the cor- 
poration to be taxed otherwise, pro- 
vided its separate accounts show with 
reasonable accuracy the results in each 
state. If a corporation is unable to 
state in its return that it keeps separate 
accounts which with reasonable ac- 
curacy show the results for the partic- 
ular state, then some allocation formula 
must be applied by the state. 

It is recognized that no formula can 
be devised which will not work hard- 
ship in some cases and it is further rec- 
ognized that if the formula produces 
an allocation to a particular state which 
is out of all proportion to the return 
on the activity within the state, it will 
not be enforceable as was decided by 
the Supreme Court of the United 
States in the case of Hans Rees’ Sons 
v. State of North Carolina (decided 
April 13, 1931). 


nized that the state law should give the 


It was also recog- 


tax commission, or other body admin- 
istering the tax, latitude enough so 
that both in the interest of the state 
and the interest of the taxpayer, in 
particular cases varying from the usual 
case, allocation can be made to fit the 
facts. 

In line with the consideration of al- 
location of income between the states 
there was some discussion of the alloca- 
tion of income for taxation of interna- 
tional business by different countries. 
It was agreed that separate accounting 
affords the best means of getting at 
the income to be taxed in each country 
provided the business finds it desirable 
to keep such separate accounts which 
will fairly show the results in the par- 
ticular country. It was pointed out 
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that it is more difficult as between 
countries to arrive at satisfactory allo- 
cation and that there is much justifica- 
tion for the practice followed in Spain 
and France and some other European 
countries of using the empirical meth- 
od, that is, assigning to a particular 
company income from its operations in 
the country in question measured by 
the known income of other companies 
engaged in the same line of business 
and with the same general volume of 
business and character of operations. 
As yet no great progress in arranging 
for the avoidance of double taxation 
has been made by the United States 
through treaty arrangements or other- 
wise. We are still largely dependent 
on the credit section in our federal law 
under which foreign income taxes may 
be deducted, with various limitations, 
from United States income tax payable 
on the same income. 

Another item in the program was the 
discussion of recent leading tax de- 
cisions, by the tax editor of the United 
States Daily. 


and from the experience of the writer 


From this discussion 


of this report it seems clear that all of 
our offices can very profitably keep in 
daily touch with the reports of tax de- 
cisions, etce., which are coming out in 
the United States Daily. 

No important conclusions of the con- 
ference were reached in the form of 
resolutions adopted. The situation 
this year, as already indicated, is par- 

f the im- 
mediate problems of taxation and con- 
trol of governmental expenditures and 
earnest consideration of possibilities 
for improvement of existing methods 
rather than recognition of any radi- 
cally new methods of taxation. 


ticularly one of recognition o 











14 Es: 


B.&M. JOURNAL 





The 1. RK. B. & M. Fournal 


Published by Lybrand, Ross Bros. and Montgomery, for free distribution to members 





and employees of the firm. 





The purpose of this journal is to communicate to every member of the staff and office 
plans and accomplishments of the firm; to provide a medium for the exchange of 
suggestions and ideas for improvements; to encourage and maintain a proper spirit 
of cooperation and interest and to help in the solution of common problems. 





PARTNERS 

Wittiam M. LyBranp New York Hermon F, Bett New York 
T. Epwarp Ross Philadelphia  Georce R. DRABENSTADT Philadelphia 
Roszar H. Monrcomeny New York A. Karri FISCHER Philadelphia 
JoserH M. Pucu Philadelphia Ricuaap Firz-Grnarp owen 
2 i Wa tter B. Gipson Los Angeles 
Wa tter A. STaus New York a : a . 
ss A. Cartes Guy Cincinnati 
H. H. Dumoritte New York CLarENcE R. Haas Philadelphia 
Joun Hoop, Jr. Philadelphia Norman J. LENHART New York 
Homer N. Sweet Boston Witiiam F,. Marsu Pittsburgh 
T. B. G. HeNnpDERSON New York Homer L. MILLER Chicago 
Georce R. Keast San Francisco Donatp P. Perry Boston 
Prion SINCLAIR New York Donatp M. RussELt Philadelphia 
Wa ter L. SCHAFFER Baltimore 
MASSACHUSETTS Conrap B. Taytor New York 

Cart T. Kerrier Boston TEXas 
Witiiam P. PETER Dallas 
EUROPE Abert G. Moss Dallas 
Arnotp T. Davies Paris J. F. Sruart ArtTHuR Dallas 

OFFICES 

New York: Downtown, 90 Broad Street Saint Louis 411 North Seventh Street 
Uptown, 385 Madison Avenue ROcKFoRD 321 West State Street 
PHILADELPHIA Packard Building ATLANTA Healey Building 
Cuicaco 231 South La Salle Street DALLAs First National Bank Building 
Boston 80 Federal Street Houston Second National Bank Building 
NEWARK 744 Broad Street San FRANCISCO 2 Pine Street 
BALTIMORE First National Bank Building Los ANGELES 530 West Sixth Street 
WASHINGTON Investment Building PoRTLAND Porter Building 
PITTssURGH Union Bank Building SEATTLE Smith Tower 

Detroit Book Building FOREIGN 
CLEVELAND Midland Bank Building Lonpvon, ENGLAND 9, Whitehall 

CINCINNATI 3 West Fourth Street Paris, FRANCE 


LovISvVILLE Heyburn Building 


Business Methods in Politics 

A short time ago an editorial ap- 
peared in The Boston Herald with 
the heading of “Wanted: A Chair- 
man”. After criticizing the various 
men who have served as chairman of 
the Republican National Committee in 
recent years, warm commendation is 
expressed of the work done by Mr. 
William M. Butler who was chairman 
during the 1924 presidential campaign. 
The following paragraph in the edi- 


3 Rue des Italiens 
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torial is naturally of especial interest to 
accountants, and should be of interest 
generally to all citizens who wish to 
see political campaigns conducted in a 
business-like manner : 


Mr. Butler did a number of things which 
seemed startling to the Washingtonians who 
were accustomed to the old methods. He put 
the committee on a business basis. There 
were no loose ends. The desk was cleaned 
up every night, problems being settled defin- 


itely and rapidly as they arose. The ac- 


counting system which he installed was as 
good as that of an up-to-date business house. 
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We derive keen satisfaction from the 
recollection that our firm was called on 
by the Republican National Committee 
to take charge of its accounts during 
the 1924 campaign referred to in the 
aforementioned editorial. 


Selection of Auditors 
The importance of proper account- 
ing methods, and the value of audits 
by professional accountants, have be- 
come widely recognized in the business 
and financial world. The New York 
Stock Exchange, for example, has in 
recent years devoted ever increasing 
attention to the application of correct 
accounting principles to the financial 
statements published by corporations 
whose securities are listed on the Ex- 
change. The Robert Morris Associ- 
ates, an organization of executives of 
banks and other credit grantors, has 
done valuable work in focussing atten- 
tion upon the submission of correct 
financial statements by borrowers and 
in bringing about closer cooperation be- 

tween bankers and accountants. 
Within the past month the New 
York State Chamber of Commerce has 
indicated its interest in the subject of 
corporation accounting practice. The 
Chamber apparently views with favor 
the English practice of having auditors 
elected by the stockholders of a cor- 
poration in preference to the rather 
general practice in this country of 
having the auditors appointed by the 
Board of Directors or in some cases 
engaged by the president or other 

executive officer of the company. 
Whether the practical result would 
he any different if the auditor received 


his appointment directly from the 


stockholders may be doubted. The con- 
scientious accountant will be guided by 


wm 


i 


principle rather than by mere oppor- 
tunism regardless of the source of his 
election or appointment. Nevertheless, 
anything that can be done to strengthen 
the position of the auditor and to en- 
able him to exercise the freest judg- 
ment and discretion without undue 
pressure from the management of a 
corporation is desirable of adoption. 


A Suggestion for New York 

The esteem which the professional 
accountant enjoys in England was dem- 
onstrated by the recent election of a 
chartered accountant, Alderman Mau- 
rice Jenks, Sheriff of London, to be 
Lord Mayor of London for the civic 
year which began with November 9 
last. The following account of the 
election appeared in a wireless dispatch 
from London to the New York Times: 

The Guildhall, in accordance with ancient 
custom, was strewn with sweet herbs, while 
Aldermen and high officials carried nosegays 
of old English flowers and wore the livery 
of the city guilds. These officials, repre- 
senting the citizens of the City of London, 
were told by the recorder of their undoubted 
right to select two duly qualified Aldermen 
for submission to the Court of Aldermen. 
The names submitted were those of Mr. 
Jenks and Sir Stephen Killik. 

Loud cheering greeted the announcement 
of the election of Mr. Jenks, who is 58 years 
old and a chartered accountant by profes- 
sion. He will receive a knighthood on re- 
tiring from the office of Sheriff. 

After the election Mr. Jenks said the 
year’s difficulties would make no difference 
in the annual Lord Mayor’s show. 


It has been suggested that New York 
City might do well to elect a certified 
public accountant as its next Mayor 
and thus assure itself of a business- 
like management of its civic affairs. 
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AUDITS 


The subject of audited statements is again under active consideration in view of the 


large number of fiscal statements that are taken off at or near the end of the calendar year. 


Since 1923 it has been our annual custom to call to the attention of our clients the 
advantages which accrue from having an independent audit by a firm of certified public ac- 


countants. These advantages, it seems to us, fall into two main classifications: 


1. The application of a trained and impartial outside viewpoint in the analy- 
sis of a concern’s operations and the presentation of the resulting facts 


and suggestions to the executives of the company. 


2. The enhancement of a concern’s fine credit standing due to the preference 
of banks for financial statements certified to by accountants of known 


ability and standing 


Of these we feel the first is the more important, from the standpoint of the company 
having the work done. Irrespective of the ability and experience of a concern’s own ac- 
counting: staff, a periodical review by competent outside specialists is bound in many cases 
to be stimulating and helpful. The general recognition of this fact is demonstrated by the 
great number of companies having audited statements which never are seekers of banking 


credit and hence have the audits made entirely for their own use 


The value of an audit varies in proportion to its thoroughness and completeness. 
While a less complete audit may have a somewhat smaller cost, it seems to us that true econ- 
omy in the long run suggests the more thorough audit as giving greater return for the min- 


imum comparative cost. 


Under the economic conditions of today the advantage rests with those companies 
who most thoroughly analyze and refine their operations, and a competently and carefully 
prepared outside audit has been found to be an invaluable aid toward these ends. 


November, 1931 


Note: The above is a reproduction of a bulletin sent by Messrs. Weil, McKey & Company, bankers 


New York and Boston, to their clients and to banks. 
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Notes 


On November 16th Colonel Mont- 
gomery presided at a meeting of the 
New York State Society of Certified 


Public Accountants at which a com- 
mittee of bankers from the Robert 
Morris Associates were present to 


answer questions from members of 
the society pertaining to financial 
statements used for credit purposes. 
This was a reversal of the meetings 
of last year when a committee from 
the society, led by its 
Colonel 


chairman, 
Montgomery, and a com- 
mittee from the American Institute 
of Accountants attended a meeting of 
the Robert Morris Associates to answer 
questions from the bankers. On De- 
cember 14th Colonel Montgomery was 
on the program for a tax meeting of 
the society, in the course of which 
he spoke on impending tax legisla- 
tion and participated in the answer- 
ing of tax questions propounded by 
the members. 


Mr. Staub addressed the Philadel- 
phia Chapter of the Pennsylvania 
Institute of Certified Public Ac- 
countants on November 17th on the 
subject of “Depreciation of Ap- 
praised Values.” An active discussion 


followed. The address will appear in 


the January issue of The American 
Accountant. 
Joel D. Harvey and Arthur B. 


Trussell of the 

the Massachusetts 
tions in May. C. M. Noble was ad- 
mitted to the Massachusetts 
November 4. He 


3oston office passed 
C. P. A. examina- 


Bar on 
had received his 
LL.B. from Northeastern University 
in June. 


Mr. Russell during November ad- 
dressed a meeting of the Harrisburg 
Association of Credit Men at Harris- 
burg, Pa. 


M. A. Yockey of the Detroit office 
was chairman of the committee on ar- 
rangements for the 
Michigan 
held on 


Seventh 
Accountants’ 
November 109. 


Annual 

Conference 
This confer- 
ence was sponsored by the Michigan 
Society of Certified Public Account- 
ants and the Michigan Society of Pub- 
lic Accountants. Addresses were given 
by Professor David A. Himmelblau, 
head of accounting department, North- 
western University, Chicago; Walker 
D. Hines, formerly Director General 
of the United States Railroad Admin- 


istration; and L. P. Alford, Vice- 
President, The Ronald Press Com- 
pany. 


Staff Meetings As Conducted By 
San Francisco Office 
(Continued from page 9) 

As a permanent record we prepare 
a resumé of the discussion, which is 
distributed to all staff members. This 
resumé is based upon shorthand notes 
made by two stenographers who at- 
tend each meeting for that purpose. 
In addition to distribution among the 
staff, copies of each paper and the dis- 
cussion sent to all our 
other offices with the hope that they 
may prove of 


thereon are 


interest and also with 
the hope that we may receive sugges- 
tions and constructive criticisms there- 
on. 
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The Third Annual Boston Conference on Retail 
Distribution 


By H. A. Humpnrey and J. F. Sanporn, JR. 
(Boston Office) 


The third annual Boston Confer- 
ence on Retail Distribution recently 
held at the University Club in Bos- 
ton, was under the auspices of the Re- 
tail Trade Board of the’ Boston Cham- 
ber of Commerce in cooperation with 
Harvard University Graduate School 
of Business Administration, Boston 
University College of Business Ad- 
ministration,’ Massachusetts Institute 
of Technology and business colleges 
of other universities. 

The purpose of the Conference was, 
through an exchange of ideas, to stim- 
ulate constructive thinking about the 
major problems of retail distribution 
so that those attending would return 
to their jobs with a better, broader 
vision and understanding of the eco- 
nomic factors surrounding their busi- 
ness. ‘The sessions were attended by 
300 to 400 individuals daily. 

The papers presented and discussed 
during the three-day sessions were 
grouped as follows: 

Monday: Some Major Problems in Retail 
Distribution 
Relation of Mail Order and Chain Store 
Systems to Manufacturers 

Forces Affecting Future of Chain Dis- 

tribution 

Trends and Problems in the Grocery Field 

Reaching the Consuming Public 

The Future of the Small Community 

Store 
Securing Business Leadership during a 
Period of Business Recovery 

Consumer Credit Extension during a De- 

pression 

What Research Is Doing and Can Do for 

Distribution 

Tuesday: How Can We Improve Trade Re- 
lations in the Women’s Apparel 
Field? 


Taking Advantage of a Depression 
Is Retail Advertising Efficient? 
A Newspaper Looks at Distribution 
1932 Headlines as Foreseen by the Busi- 
ness Press 
Wednesday: Waste in Distribution 
Influence of Scientific Research on Meth- 
ods of Food Distribution 
Consumers’ Attitude Toward Special 
Sales 
Some Important Developments in Con- 
sumer Demand 
The Consumer and Retail Distribution 
What the Retail Census Shows: 
1.General Summary for the United 
States 
2. Presentation of Complete Report on 
Boston 
The papers were ably presented by 
recognized leaders in the field of re- 
tail distribution and each day a large 
amount of time was devoted to inter- 
esting discussion and questioning of 
the speakers. The salient points of 
the conference as interpreted by two 
accountants interloping into a con- 
gress of retail distributors and mar- 
keting experts were as follows: 
Advertising and Research 
The final and vital step in distribu- 
tion, the movement of merchandise 
from the dealer’s shelves to the con- 
sumer’s hands, obtains most of its mo- 
tive power from advertising, and it is 
a mistake to reduce advertising appro- 
priations during a period of depres- 
sion when every effort should be made 
to attract new customers. During 


such periods, however, the advertis- 
ing appropriations must be more 
wisely disbursed and institutional ad- 
vertising might be dispensed with in 
favor of the direct and specific ap- 
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Le Be Bs oO IM. 


peal. A knowledge of markets is one 
of the essential requirements of suc- 
cessful retail distribution and every 
important metropolitan newspaper has 
spent thousands of dollars compiling 
data for advertisers, showing them the 
kind of people that their 
readership, where they live, how they 
live and what they buy. Facts such 
as these should be carefully studied 
by sales and advertising managers so 
they can reduce their cost and at the 
same time increase the efficiency of 
their advertising. 
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3usiness is stimulated not only by 
the creation of new commodities, but 
also by making existing commodities 
available to more people in more at- 
tractive forms. In order to discover 
these new forms the large corpora- 
tions carry on continuous research in 
numerous laboratories spread over the 
country, as, for example, the new 
quick-freezing processes in distribut- 
ing to all parts of the world perishable 
foods with all their fresh qualities 
sealed within them. Commercial re- 
search was shown to be a valuable aid 
in budgeting business for the future. 
Surveys of the possible market locali- 
ties, prices at which goods would sell 
and consumers’ desires have proved 
to be of great value. Predictions made 
from a survey of the automobile in- 
dustry in 1912, proven to have been 
correct as viewed in 1931, indicate 
the possibilities of commercial research 
intelligently applied. 


Management 


Management is more important dur- 
ing a business depression than at any 
other time during the business cycle. 
It was not a business genius who was 
able to reflect brilliant profits through 
his companies’ statements from 1922 
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through 1929. During a period of in- 
creasing prices, where production fails 
to keep abreast of consumption and 
consumers are pledging their future 
income for the purchase of present- 
day desires, comparatively simple ef- 
fort is necessary by management to 
insure financial success. It is during 
the downswing of the cycle when sup- 
ply exceeds demand and commodity 
prices decline that management is sub- 
jected to its most severe test. 

A decided change in the point of 
view of management in coping with 
business problems will be necessary 
in the future. Prior to the World 
War our domestic market absorbed 
the greater portion of our production 
with the result that business found it 
unnecessary to extend serious import 


to economic, social and __ political 
changes in foreign countries. The in- 


crease of plant capacity during the era 
of prosperity forced the problem of 
securing foreign markets to absorb the 
ever-growing excess of production 
over consumption. This entrance into 
foreign affairs will require the busi- 
ness manager of the future to consider 
the international aspect of ‘business 
conditions and to familiarize himself 
with problems such as: inter-govern- 
mental debts, change in governmental 
structures and prohibitive tariffs. 

That management has allowed in- 
creditable waste in distribution to ab- 
sorb a large part of the consumer’s 
dollar is an untruth. The wholesale 
and retail grocers’ margin represent- 
ing 40% of a 5-cent loaf of bread is 
not waste, but rather represents con- 
veniences demanded by consumers re- 
flecting an increased standard of liv- 
ing. 

The exorbitant price that city dwel- 
lers must pay for milk is an excellent 
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example of the increased standard of 
living and the demand made upon in- 
dustry for services now indispensable 
under of living. 
The following figures show the cost 
of milk and milk distribution as aver- 
aged from a full year’s operations of 


present-day modes 


one of the world’s largest dairy com- 
panies. This company received an 
average price of 15.93 for all 
milk sold during the year. This aver- 
age included a considerable quantity 
of milk sold in bulk at prices ranging 
from 9 to 11 cents per quart. 
The multitude of small items 
service and expense which constitutes 
the difference between 1931 standards 
of living in America and those of an 


cents 


of 
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make it possible not only to acquire 
new accounts, for which too little ef- 
fort has been expended in the past, 
but will create unprecedented 
faith in consumers which is a bulwark 
of defense in periods of depression. 


also 


Chain Stores and Legislation 


The chain store corporation has sub- 
stituted scientific for hit-or-miss meth- 
ods in every branch of their business. 
Improved methods of purchasing, 
warehousing, distributing and account- 
ing as well as other improvements in 
operation are reflected in the progress 
of the chain store. Chain stores now 
face the problems of creating greater 


Payments to the farmer during one year for all milk produced on 50,000 


farms by 600,000 cows averaged per quart 


The labor, materials, power, other direct expenses in the wholesale handl- 
ing, pasteurizing and fulfilling of other legal requirements prior to 


retail sales cost 


Containers, caps, breakage of bottles, less salvage 


Average freight from country to city plus hauling to delivery branches 1.31 


Retail service: average cost of labor, materials, rent, taxes, insurance, 
refrigeration, bookkeeping, light, heat, power, delivery equipment, 


maintenance 
All administrative expenses: 

Salaries, accounting, purchasing, 
The cream—net profit 


almost forgotten generation cannot be 
classified as waste. 

In summary, the management that 
best may be assured of success will be 
the management which is able to de- 
termine accurately what the customer 
wants and which gives it to him when 
he wants it at the price he is willing 
to pay. That management which con- 
siders customers’ wants first and de- 
termines the buying on what it will be 
able to sell, whose business is built 
upon customer service and satisfaction 
will establish a reputation that will 
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stores, refraining from bidding for lo- 
cations, eliminating below-cost mer- 
chandise leaders and avoiding labor 
pains by giving more attention to hir- 
ing and educating than to firing and 
substituting. The retail business of 
this country amounts to over $50,- 
000,000,000, 


15% 


system. 


of which approximately 
through the chain store 
This rapid growth in the vol- 
ume of business done by the chain 
stores has been created by making the 
consumer aware of the advantages in 
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dealing with this new type of retailing 
unit. 

A destructive force affecting chain 
store operation is recent legislation. 
The Indiana chain store tax recently 
held constitutional by a 5-4 vote of 
the United States Supreme Court pro- 
vides for a graduated license tax 
based on the number of stores rang- 
ing from $3 for one store to $25 for 
each store in excess of twenty. 

This tax is considered unjust. Such 
a tax amounts to a subsidy of the in- 
dependent retailer. This tax will be 
reflected in the price per unit of mer- 
chandise sold by chains and_ paid 
finally by the consumer, but due to the 
efficiency of operation of the chain 
store system, it will still be able to 
undersell the independent retailer. 
Since the growth of the chain store is 
indicative of public demand any stran- 
gulation through legislation can be 
considered only as a poor policy. 

On the other hand, the petition be- 
fore the Supreme Court for a rehear- 
ing on the constitutionality of this tax 
is considered unwise in view of the 
Kentucky graduated retail sales tax 
the constitutionality of which has not 
as yet been tested. This tax ranges 
from 1/20th of 1% on stores with an- 
nual sales volume of less than $400,- 
000 to a flat 1% on retail volume in 
excess of $1,000,000. The decision 
of the Supreme Court in the Indiana 
case specifically stated that such tax 
must be reasonable. Whether or not 
the Kentucky graduated retail sales 
tax will be considered reasonable is 
the question. It is feared that a re- 
view of the Indiana case may result 
in an even more unfavorable piece of 
legislation. 

Some states have already proposed 
a retail sales tax varying from 2% to 
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as high as between 3% and 4% al- 
ready being discussed in New York 
state. The danger of such widespread 
legislation is real and the possibility 
of its growth to a point of constitut- 
ing a crushing burden upon the entire 
production and distribution machinery 
of the country is apparent from the 
history of the gasoline tax which 
started at 1 cent per gallon in 1919 
and now ranges as high as 6 cents in 
Arkansas, Florida and the two Caro- 
linas. 
Predictions for 1932 

There was no expression of belief 
that any betterment in general busi- 
ness throughout the country will mani- 
fest itself during 1932. Even though 
the Middle West and South have en- 
joyed the most abundant crops in 
thirty years, though mill executives 
have made active and aggressive sell- 
ing plans for the near future, and 
though a marked growth in saving 
bank deposits has been noted, the de- 
crease in income and the uncertainty 
of employment have restricted buying 
power to the point of ultra-conserva- 
tism and economy. It was proposed 
that a patriotic appeal be made for 
each family to spend $100 for neces- 
saries to create consumer demand of 
$3,000,000,000 and thereby contribute 
to the restoration of general prosper- 
ity. 

Banking imstitutions, particularly 
those throughout the Middle West, 
have found it necessary to maintain 
a more liquid condition in the form of 
cash and government securities than 
at any time in the past thirty years. 
Runs on these institutions have been 
frequent and each banking fraternity 
is protecting itself in case it should be 
so subjected. Cash in the form of 

(Continued on page 24) 
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The Song of a Chartered Accountant * 


By ARTHUR BENNETT 


My assets are the life God-given 
To guard and use as best I may; 
The joys of earth, the hope of Heaven, 
The friends I meet upon the way; 
The sires from whom I am descended, 
The son I love, the wife I lost, 
And yearn to meet when life is ended 


And the strange, shadowy River crossed; 


My home, my town, my friends uncounted ; 
My dog, my flowers, my books, the birds, 

And Pegasus, on whose back mounted 
I feel the magic power of words; 

Seas, skies, hills, rivers, stars outshining 
Amid the darkness of the night, 

And sorrow’s scourge, my soul refining, 


And cleansing my poor human sight. 


My liabilities are these: 
To the high God who gave me being 
And spread these fields and lakes and trees, 
My duties from my birth decreeing 
To kith and kin, to town and land, 
And to the mighty realms outside me; 
To give the best at my command 
As He may gently lead and guide me; 


To leave the dear old piace I love 

A little better than I found it; 
My manhood everyday to prove 

And in His sacred laws to ground it; 
To pay to all the debt I owe 

Of daily kind words softly spoken, 
And seek to heal the hearts I know, 

So many of them bruised and broken. 


My profits are the smiles I win 
By simple acts of daily duty; 
The light which shines for me within 
The bright and beaming eyes of beauty ; 
The words of honest praise I get 
When, deaf to all the fools who chatter, 
My face towards the hills I set, 
Intent upon the things that matter. 


My losses are the chances gone 
Of doing little acts of kindness; 
The deeds so frequently ill done 
Through folly, selfishness and blindness; 
The hours I waste, the days I pass 
In futile, feeble, low endeavour; 
The thousand splendid things, alas! 
So often maybe missed forever. 


God grant that, when my Balance Sheet 


Awaits His audit, I may face it, 


My “explanations” all complete, 


And that some worthy deeds may grace it; 


That, due depreciation made, 


Its errors altered and forgiven, 


His signature, which will not fade, 


May be my passport into Heaven! 


* Reprinted with permission from Soncs oF A CHARTERED AccouNTANT by Arthur Bennett, F.C.A., @ 
member of the firm of Bennett & Bennett, Chartered Accountants. (Published by Gee & Co., Ltd., London.) 
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1931 Firm Meeting 
(Continued from page 3) 
Tuesday, October 20th. Mr. Sinclair 
referred to our relationships with 
clients, bankers and attorneys. Famil- 
iarity and cooperation with the work 
of the Robert Morris Associates on 
the part of all firm and staff members 

was stressed as important. 

The extension of our services in con- 
nection with the tax problems of clients 
was urged by Mr. Haynes. He pointed 
out that we are especially well equipped 
to be of assistance to clients and their 
attorneys in such matters and was 
definitely of the opinion that we are 
neglectful of our clients’ interests 
wherever we fail to bring this to the 
attention of our clients. It was pointed 
out by Mr. Haynes that most tax prob- 
lems involve a large amount of ac- 
counting and that we should be sure to 
get in touch with the attorneys of our 
clients, who would welcome our co- 
operation. 

As usual, the technical sessions were 
generously interspersed with recreation 
and the L. R. B. & M. cup golf tourna- 
ment was the center of attraction. 
Readily maintaining the reputation of 
his adopted city for the production of 
golf champions, Stephen B. Ives, Man- 
ager of the Atlanta office, took first 
honors on the course and carried the 
cup to the Southland. Atlanta is the 
fifth temporary home of this trophy. 
In prior years it was won for Seattle, 
Washington, Philadelphia and Chicago 
by representatives of the offices in 
those cities. 

It is contemplated that at next year’s 
meeting there shall also be a tennis 
tournament. It is hoped thus to afford 
an opportunity for recreation, and the 
interest of competition for those whose 
out of doors flair is for tennis rather 


than golf. Mr. Lybrand and Mr. Ross 
plan to offer a tennis cup for the tour- 
nament and it is hoped that there will 
be keen competition for the cup. 

The meeting was concluded with a 
dinner on Tuesday evening. Mr. Ross 
acted as toastmaster and introduced for 
post-prandial oratory Messrs. Mont- 
gomery, Keller, Arthur, Fitz-Gerald, 
Gibson, Kohnke and Fischer. Their 
entertaining and inspiring remarks and 
the informal talks which followed 
served as a fitting conclusion to the 
meeting. 





General Contractors’ Accounts 
(Continued from page 4) 
owner, the account receivable from him 
and even the work in process may not 
entirely represent current items. This 
would be so if the aggregate amount 
of the foregoing items were equal to 
or less than the face value of the notes 
to be accepted, and the notes were to 
be payable after a year from the bal- 

ance sheet date. 

Not infrequently, a contractor has 
agreed to accept part payment in stock 
or bonds of the owner corporation. In 
such case, consideration must be given 
to the financial strength of the owner 
corporation, and the contractor’s in- 
tention to hold or sell such securities. 
The main point is that all factors of 
each individual job must be considered 
in connection with the terms of the 
contract. 

The value of a general contractor’s 
machinery and equipment is usually 
quite low in comparison to the volume 
of work done and the net worth; and 
the depreciation thereon very irregular. 
It is rare indeed that any individual 
piece of equipment is used constantly 
throughout the year. On the other 
hand, it is not unusual for equipment 
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to be used twenty-four hours a day for 
weeks at a time. In at least one in- 
stance, the Federal Income Tax au- 
thorities have allowed depreciation 
based upon an annual inventory and 
appraisal by the contractor’s engineers. 
In other cases an appraisal based on 
cost has been made at the completion 
of a contract, and depreciation ac- 
counts adjusted accordingly. 


Philadelphia Office Events 
(Continued from page 8) 
The winners of the other prizes 
were as follows: 


Low gross, 2 days, J. J. Pugh. 

Low gross, Ist day, F. S. Metzler. 

Low gross, 2nd day, A. C. Guy. 

Low net, Ist day, J. Hood, Jr. 

Low net, 2nd day, G. W. Mclver, Jr. 

Kickers’ handicap, Ist day, C. H. Pettus, 
je. 

Kickers’ handicap, 2nd day, L. A. Ritchie. 

Selected gross, 2 days, A. K. Fischer. 

Selected net, 2 days, H. Y. Siebold. 


Committees, etc. 


Members of the Philadelphia or- 
ganization are serving at present on 
the following committees, etc.: 


American Institute’s committee on co- 
operation with bankers—Mr. Ross. 

Pennsylvania Institute’s committee on co- 
operation with bankers—Mr. Ross, chair- 
man. 

Philadelphia Chapter’s committee on co- 
operation with bankers—Mr. Russell. 

The National Association of Cost Ac- 
countants, Philadelphia Chapter’s program 
committee—Mr. Russell, chairman. 

Philadelphia Chamber of Commerce, tax- 
ation and public expenditures committee— 
Mr. Russell. 

Pennsylvania State Board for the Ex- 
amination of Public Accountants—Mr. 
Pugh. 

Accountants’ Group, United Campaign for 
securing funds for Relief of Unemployment, 
Welfare Federation, and Jewish Federation 
of Charities—Mr. Ross, chairman. 





Conference on Retail Distribution 
(Continued from page 21) 
savings bank deposits and checking 
accounts have actually been with- 
drawn to be placed in the family strong 
box that formerly carried only insur- 

ance policies, notes and securities. 

The next session of Congress to- 
gether with the convening of state 
legislatures will result in measures to 
provide for public welfare and unem- 
ployment. Congress will probably be 
besieged by lobbies for veterans’ cash 
bonus payments amounting to $2,- 
000,000,000, demands for unemploy- 
ment insurance, and government re- 
lief for the farmer, wheat and cotton 
growers as well as the railroads. 
These expenditures will add to our 
present deficit and necessitate increased 
taxes. Such tax increases will prob- 
ably take the form at least in part of 
a sales tax on such commodities as 
cigars and tobacco together with the 
possibility of a general retail sales tax. 
Such increases will cripple the spend- 
ing power of the average citizen. 


Resolution 


The following resolution was unani- 
mously accepted and incorporated into 
the records of the Conference: 


“RESOLVED that it be the sense of this 
meeting of this convention that it is unfair 
practice to deliberately initiate selling of mer- 
chandise without profit in order to undersell 
competition. This resolution does not in- 
clude as unfair practice the disposal of mer- 
chandise at loss which the merchant deems 
as undesirable merchandise for him to con- 
tinue in stock, nor does it preclude a merchant 
from meeting unprofitable prices initiated by 
a competitor.” 














